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FISCAL RETRENCHMENT IN A DECLINING STATE: THE NEW
YORK CASE**
ROY BAHL*

I. Introduction

period and in controlling the distribution

of the burden of the decline.

The fiscal implications of a deterio-

NEW a part
a partYork
of the
of overall
State's the
decline
overall
of the
economic decline decline of the as

rating economic base for a state which

Northeast economy has by now been well

has a highly developed public sector are

documented.1 Similarly, there has been

particularly serious because of the diffi-

much popular and academic attention paid
to the pressing fiscal problems of the two
largest governmental units of this region,
New York State and New York City. The

culties of downward expenditure adjust-

ment. Public employee compensation, debt

service and certain nonlabor costs (e.g.,
energy related costs) are not easily controllable, much less reversible, hence, in

relationship between the declining econ-

omy and the declining fisc, however, has

the face of economic decline it is not likely
that large cutbacks in spending can easily

not been adequately studied. Perhaps it
is because the relationship between the
economy and the fisc is so difficult to

be effected. To the extent that much of

the State's expenditure increase is due to

formulate and because the state and local

rising compensation rates, the ability to
governments have so little control over

slow down the rate of growth in spending
the performance of the state /local econis limited, particularly when the inflation
omy that policy analysts have turned in
rate is high. On the other hand, revenues
other directions to grapple with fiscal
respond dramatically to a slowdown in the
problems. Indeed, far more attention was

rate of economic growth; hence, the re-

focused on the financial management

sources to finance rising expenditure reissues which surrounded the New York
quirements do not materialize. The result
City and State financial crises than on
of all this is a required drastic cutback
the fiscal implications of their economic
in the level of public services. The paralproblems.
lels between New York and California in

To begin to remedy this lack of work

this process of retrenchment are interest-

on linkages between the economy and the

ing. The setting in New York was the

fisc, this research examines the effects

combination of economic decline, statelocal sector deficits and high taxes. In
trenchment. The conclusions reached
California, it was economic growth, state
about the long-term outlook for the State's
surpluses and high taxes. In California,
economy and public sector are pessimistic.
the reform began with the local property
The economy is moving toward a new
tax while in New York it began with the
equilibrium where income and employstate personal income tax. The net effect
ment will be lower compared to the rest of the retrenchment in California will be
of the nation than they now are. The level
to lower the effective property tax rate;
of fiscal activity in New York State is
in New York it will probably be to increase
only beginning to decline, but it also must it.

of regional economic decline on fiscal re-

find a new lower equilibrium. This can

In the next section, we briefly review
the decline in the New York State economy
tually become much lower, compared to
relative to the nation and the response
the nation, than they now are. The policy
in the state and local government sector
task lies in not prolonging the transition in New York relative to the rest of the
only mean that public services must even-

nation. In section III we consider several

factors which in one way or another,

•Professor of Economics and Director, Metropolitan
Studies Program, Syracuse University.

establish the constraints to fiscal retrenchment in New York. These include
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the continued economic decline of the

New York's economy became stagnant and
region, the special importance and probthe growth gap between New York and
lems associated with the New York
City
the
nation widened, the State lost nearly

government, the locally-dominated
gov- potential jobs because it grew
a million

ernment structure in New York State,
the
so slowly.
Over the entire fourteen year
problems of controllability of state
andfrom 1960 to 1974, if the State had
period
local government expenditures, and
the its employment at the national
increased
possible effects of higher taxation on
in-it would have had more than 1.8
rate,
dustry location. In section IV we turn
to additional jobs by 1974.
million

a more specific examination of the ecoA similar pattern may be observed if

nomic and fiscal performance during
wethe
examine income4 growth in New York
"retrenchment" period since 1975, and
toover the period since 1950 - there
State

the important policy issues whichhas
have
been a significant long-term slowdown of income growth in the State's
economy. As in the employment case
above, we may translate this into a
II. Trends in New York State
"growth gap." That is, we may calculate
Employment, Income and Public
the loss in potential income which resulted
Finances2
from the slower growth of the State's
economy. Had New York State's income
grown at the national average rate since
Employment and Income Growth

emerged.

1960, it would have been $49 million or
After more than half a century of grow-43 percent higher than it actually was
ing slightly faster than the national
in 1974. If we translate these data to per
average, employment growth in New York capita incomes, the growth gap between

State in the last fifteen years has been 1960 and 1974 costs $252 per capita or
significantly slower than in the rest ofapproximately $1,000 for a family of four

the United States. Between 1900 and

by 1974.
1960, New York State employment grew
This pattern of decline is summarized
by 129.3 percent while employment in the
by the data in Table 1, which show that
United States grew by 120.7 percent. Bethe New York State share of employment,
tween 1960 and 1970, however, New York
population and personal income have all
State employment grew by only 8.7 perdefined significantly over the past 15
cent compared to 16.4 percent in the Unityears. As in all the trends studied here,
ed States as a whole.3
the employment decline was the most

severe.
Since 1970, the employment growth gap
An important aspect of state econom
decline is the extent to which it has been
gap has widened as the New York State
dominated by decline in the New York

between New York State and the rest of
the nation has continued and in fact the

economy has virtually stopped growing. City area. New York City's contribution

Between 1970 and 1974, national employ- to the State's employment growth problem

ment grew by 11.0 percent while New is significant not only because the City
accounts for approximately half of the
State's employment, but also because the

York State employment actually declined
by 1.0 percent. Moreover, New York State
employment grew more slowly or declined
faster than United States employment in
every year of this period.

pattern of employment growth in recent
years has been so drastically different in
New York City than in the rest of New

To appreciate the significance of this York State.

slower growth in employment, it is helpful

After growing relatively slowly during

to look at the number of jobs that New most of the 1960's employment in New
York State would have if its employment York City has declined dramatically in
had grown at the national rate, i.e., at recent years. From a peak of just under
its employment potential. During the first 3.8 million in 1969, New York City emfour years of the current decade, when ployment had declined by 11.2 percent,
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New
York(see
City and
the rest of the State
to less than 3.2 million by
1977
Table

is dramatic:
a loss of 10.2 percent of
2). During the same period,
employment
employment in New York City compared
in the nation as a whole rose by 16.2
percent. The City's employment growth to a gain of 38.2 percent in the rest of
New York State between 1960 and 1977.

is much slower than the rest of the State

and because of the City's importance in Such a huge discrepancy in growth rates
in different parts of the State reduces the
overall State employment, aggregate state
State growth rate to a weighted average
employment data are significantly affectof two very different growth patterns.
ed. The difference in growth rates between
TABLE 1

NEW YORK STATE AND THE NATION: SELECTED

COMPARISONS FOR 1963-1978
New York as a Percent of

1963 1975 1976 1977 1978

Population
Personal

9.3

Income

8.5

11.5

8.4

9.6

8.3

9.5

8.2

8.9

8.7

Personal Income Minus Transfers 11.3 9.3 9.0 8.5

Urban Population 11.4a 10. 4b
Employment 11.0 8.9 8.6 7.9 7.7

Per Capita Personal Income 123.0 111.2 109.7 107.4 105. 9C
Per Capita Personal Income 123.7 108.8 105.9 104.9 103. 3C
Minus Transfers

State and Local Government 113.1e* 135.6 138.9 138.0
Taxes per $1000 of

Personal Income

Property Taxes per $1000 109.4e* 134.0 138.1 138.7
of Personal Income

a1960 data

b1970 data
CSecond quarter estimates
d1962 data
eour estimates based on 1976-1977 population growth rates
SOURCE: U.S. Bureau of the Census, Governmental Finances, 1963-1977
Table 26, U.S. Government Printing Office, Washington, D.C.;
U.S. Bureau of the Census, Census of Population General Social
and Economic Characteristics, Final Report PC(1)-C1, U.S. Summary,

U.S. Government Printing Office, Washington, D.C., 1960 and 1970;

U.S. Department of Labor, Bureau of Labor Statistics, Employment
and Earnings, States and Areas, 1939-74, Employment and Earnings,

July and August, 1978, 1977, 1976, 1975; U.S. Department of Labor,

Bureau of Labor Statistics; U.S. Department of Commerce, Bureau

of Economic Analysis, Survey of Current Business, December 1965,
p. S-2, August 1977, p. 8, Table 10, and August 1978, p. 15, Table 1;
and U.S. Department of Commerce, Bureau of Economic Analysis,
Regional Economic Information System, Unpublished data, 1978,
U.S. Bureau of the Census, Current Population Reports, Series

P-25, No. 727, July 1978, NYS Director of the Budget.
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TABLE 2

EMPLOYMENT GROWTH IN NEW YORK CITY AND THE

REST OF NEW YORK STATE, 1960-1974

New York City Rest of State State
Percent

Percent

Year Employment Growth Employment Growth Employment
1960

3,538,400

1965 3,577,000 1.1 2,941,400 11.3 6,518,700
1970 3,744,800 4.7 3,410,000 15.9 7,154,800
1974 3,458,400 -7.6 3,626,400 6.3 7,084,800
1975 3,283,200 -5.1 3,543,600 -2.3 6,826,800

1976 3,201,300 -2.5 3,577,500 1.0 6,778,800
1977 3,175,000 -0.8 3,652,400 2.1 6,827,400
1960-1977

SOURCES: Bureau of Labor Statistics, Employment and Earnings , various years.
New York State Department of Labor, Employment Review, various years.

Such an average can be misleading sinceand employment only 31 percent as rapidit does not reflect what is really happening ly, state and local government revenues

in either part of the State. It should be were continuing to rise at about the na-

noted however, that part of the employ- tional rate. Indeed, during the 1970-75
ment growth in the rest of the State is
period, for each 1 percent increase in
occurring in the suburbs of New York City. personal income there was a 1.72 percent

Much of this employment growth is
increase in state and local government
dependent on its proximity to the City revenues raised from own sources in New
and would not have taken place if the York State. The comparable figure in the
City was not nearby. In fact, between 1970 rest of the nation was 1.18 percent. For
and 1977, the growth in employment in the preceding 1963-1970 period, these
New York City's suburbs accounted for rough income elasticities were 1.94 in New

about half of the total growth in the rest York State and 1.61 in the rest of the
of the State. Hence, while New York City nation (see Table 3). This pattern is more
itself has been growing at a much slower pronounced for per capita expenditures.

rate than the balance of the State, its

contribution to overall state economic

As may be seen from Table 4, per capita

spending rose from 24 percent above the

national increase in 1963 to 54 percent
above it in 1974. Over the same period,
personal income increased by only about
Fiscal Activity
70 percent of the national average and
The fiscal activity of the State has not
employment by only 30 percent of the
been curtailed to the same extent that
national average.
employment and income have. As may be
The meaning of these results is clear.
growth is considerably greater.

seen in Table 3, between 1963 and 1974
Through a series of discretionary adjustwhen State income increased only 70 per- ments, governments in New York State
cent as rapidly as in the rest of the nation have more or less maintained their share
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TABLE 3
AVERAGE ANNUAL PERCENTAGE CHANGE IN SELECTED INDICATORS

OF ECONOMIC AND FISCAL ACTIVITY: 1963-78

1963-70 1970-75 1975-77 1977-78 1963-70 1970-75 1975-77 1977-78
Federal
Tax

Aid

34.4

Revenues

Revenues

21.6

12.7

from

12.8

15.8

9.8
10.5

15.7

11.1
10.1

14.2

15.6

11.5

8.8

12.6

11.1

11.4
10.8

9.4

11.6

Own Source

Personal

Income

6.6

6.1

8.3

7.8

Non Agricultural 1.7 - .19 0.31a 0.68a 3.3 1.9 7.2 2.4

Employment

Manufacturing -.3 -3.3 2.43a 0.54a 1.9 -.66 4.4 1.8

Employment

aCovers annual data from June to June.
SOURCE: Department of Commerce, U.S. Bureau of the Census, Governmental Finances, 1963, 1970, 1975, and
1976, Tables 17 and 26; U.S. Department of Labor, Bureau of Labor Statistics, Employment and

Earnings, States and Areas - 1939-74 and Employment and Earnings, July and/or August 1975-78.
Department of Commerce, U.S. Bureau of Economic Analysis, Survey of Current Business, June 1978,
Table 1.

by athough
number of important considerations
of national fiscal activity, even

their resource base has dwindled marked-

which are more specific to New York than
to other state and local governments in
ly. The growth in total revenues relative
the United States: (a) the probable continto the rest of the nation during this period
ued decline in the State economy; (b) the
was due to some combination of aggressive

special economic and fiscal problems of
discretionary actions by state and local

New York City; (c) the important financgovernments and an income elastic income
tax system which has captured more than
ing role played by local governments in

the inflation induced increases in income.

the State; (d) the existing deficiencies in

public services in the large cities and the
The anatomy of this expenditure growth
low element of controllability in state /lois interesting. Between 1963 and 1969,
the State increased both public employcal government expenditures; (e) the pos-

sibility that increased taxes will have
ment and public employee compensation

harmful effects on industry location deciat a rate above the national average, even

sions, and (f) the fact that the present
though the State economy was growing
financial condition of the State and many
more slowly (see Table 5). Between 1970

and 1975, New York State seems to have

of its largest local units is already precari-

responded to the economic slowdown by ous.

reducing the growth in public employment
to one-third of that in the rest of the

Continued Economic Decline

country but public employee compensation
continued to increase at rates higher There
than is every indication that the eco-

in other states.

III. The Setting for Fiscal

Retrenchment

nomic decline in the State will continue.
At least one forecast is that the State's

manufacturing employment will stabilize

at a level below that reached in 1971.5
Most analysts, however, are hesitant to

The already difficult task of making
predict
a
how far down the State economy
will
finally slide. There is the possibility
fiscal prognosis for New York State
and
that the decline will steepen during the
local governments is further complicated
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TABLE 4

GROWTH IN STATE AND LOCAL GOVERNMENT EXPENDITURES:
NEW YORK AND THE REST OF THE NATION
New York as a Percent

Per Per Dollar of Per Per Dollar of Per Per Dollar of

Year Capita Personal Income Capita Personal Income Capita Personal Income

1963 $393.81 13.12 $308.59 12.94 124.39 101.19
1964

458.18

15.38

352.29

14.96

126.50

102.46

1965

479.84

15.31

377.16

15.26

124.07

100.29

1966

530.11

16.31

411.96

15.47

125.33

104.76

1967

614.62

17.70

459.54

15.96

129.69

109.57

1968

703.89

18.50

493.33

16.12

137.37

112.91

1969

816.23

19.93

554.32

16.72

141.20

116.71

1970

919.35

20.61

626.04

17.28

140.87

116.81

1971

1075.50

22.71

700.48

18.39

146.51

120.40

1972

1238.72

24.80

762.08

18.94

154.02

126.71

1973 1319.41 25.03 819.41 18.71 152.90 129.29
1974

1448.20

1975

1611.14

25.17
25.49

891.92
1027.07

18.08
19.31

154.13

134.06

149.63

127.91

1976 1735.41 26.38 1140.37 19.69 152.18 133.98
1977 1795.24 25.35 1213.76 19.34 147.91 131.08

SOURCE: Governmental Finances in 1963-1976, Series GF/No. 5, Table 18. Table 17 in 1963-64.

TABLE 5

AVERAGE ANNUAL GROWTH RATES IN STATE AND
LOCAL GOVERNMENT EMPLOYMENT AND
AVERAGE COMPENSATION

1963-69 1970-75 1975-76 1976-77

Full Time Equivalent Employment
New York State 4.7 0.6 -5.2 0.1
United States 4.3 3.1 0.9 2.9

Full Time Equivalent Employment
per Capita

New York State 4.0 0.7 -5.3 0.05

United

States

3.0

2.2

-0.6

2.8

Average Compensation
New York State 6.2 6.8 4.9 4.9
United States 6.1 6.3 6.4 5.6

SOURCE: U.S. Bureau of the Census, Public Employment in 1975, 1976, 1977,

(Washington, D.C.: U.S. Government Printing Office), Tables 7, 9.

U.S. Bureau of the Census, Governmental Finances in 1974-1975,

1975-1976 (Washington, D.C.: U.S. Government Printing Office),

Table 26.
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next five years. History suggests
that
a
complicated by
the important
financing
role played by local governments in the
the rest of the country. If the national State. New York is a local government
economy grows at a slower rate as some
dominated state by comparison with the
predict, and if New York continues to rest of the nation. The 75.6 percent local
attract a smaller share of that growth, share of state and local direct expenditures
even greater job losses could be realized in New York State in 1975 was well above
in the next few years. Even if national the median of 62.3 percent among the fifty

recession would hit New York harder than

economic growth is higher, it is not im- states. In terms of revenues, the 53.2
plausible to expect that with the compara- percent raised locally was also above the

tive disadvantages of the State, little if 46.5 percent U.S. median.8
any employment growth will occur. On
The significance of local domination is

the other hand, the State Budget Division

that the State does not tax all of its

seems overoptimistic.

burdens on the core cities than on the

in its five year projections assumes a 1
percent annual increase in nonagricul-

resources evenly. Certainly that portion
of services which is financed through
tural employment.6 This much "recovery" property tax levies places more onerous
The Special Case of New York City
The fiscal outlook for the State cannot

suburbs, even though the latter are areas

where relatively more employment and

income growth has taken place.

While overall economic growth in the
State is low, that portion of it which is
City. The City in many ways dominates

be examined apart from that of New York
the fiscal activities in the State and has

taxed most heavily, is in the central cities
where growth is the slowest. This dif-

done so for years. However, the pattern
ferentiates New York from many other
states on two counts: The local governpast decade. Per capita spending in New
ments' fiscal importance and the stark
York City has dropped from 69 percent
city / suburb disparities.
higher than other local governments in

of this relationship has changed over the

the State to only 5 percent higher. More
Control
importantly, the New York City shareExpenditure
of

total local government spending in the

There may be some differences between
State has risen to about 51 percent while
New York and other states in terms of

its population share has remained conthe extent to which expenditures are constant at about 43 percent, though city
trollable. Debt levels and obligations are
revenues are only about 45 percent of the
higher in New York, relative to revenue
State total for all local governments.
availability, than in most other states.
An assessment of the outlook must recPension obligations too are high and repognize the need to finance what surelyresent an irreversible commitment.9 There
will be continuing shortfalls facing the
are also a set of commitments to provide
City. The drastic decline in the City econ-

health and subsistence benefits to the poor
omy has substantially eroded the tax base 7
and the disadvantaged which are openbut expenditures, though cut back recentended obligations.
ly, have become increasingly rigid down- There are other considerations which

ward. The latter results from a number

suggest less controllability in New York

of considerations, including large fixed or
than elsewhere. One is the possibility that
uncontrollable obligations: debt, pensions,

the increase in consumer prices is difand public assistance are notable among
ferent in New York than in the rest of

these.

the nation. If so, the implication is for

The Role of Local Government in New

more /less pressure for increased public

sector compensation.
Finally there is the set of special probThe expected growth in New York State
lems that are related to provision of sub-

York State

and local government expenditures is

standard services to the poor in central
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cities. These services are beyond
scope
nationalthe
average
between 1963 and 1970
of the public sector in many
and atstates,
65 percentand
of the national average
and 1975,
yet need to be upgraded inbetween
New 1970
York
to and between 1975

achieve intrastate equity.

Taxation and Industrial Location

and 1977 has increased at 72 percent of

that in the rest of the nation (see Table
2). Thus, the recent performance is better,

but still well below the national average.

Reports dealing with the decline of As
thea result, per capita personal income

New York State economy never failintoNew York State has declined from 22
mention high taxes as a cause, though
percent above the national average in
studies of industrial location decision fac1963 to 11 percent in 1975 to 6 percent
tors almost never show taxes as a primary
in 1978. After transfer payments are ex-

consideration. Very often, the level of
cluded, New York's average per capita

public services is considered more imporpersonal income was only about 3 percent
tant. It is clear that taxes are relatively
higher than the national average in 1978
high in New York State, and that direct
(see Table 1). If it were possible to adjust
personal taxes are among the highest for
in cost-of-living differences, the advanthe nation. To the extent this is an importage of New York would probably distant determinant of location, it does make
appear. What this implies is that in terms

New York State different from the rest
of the nation.

IV. The Retrenchment Period:
1975-1978

There can be little doubt but that na-

of average purchasing power and ability
to pay for public services, New York is
becoming an average state.
Much the same trend can be observed

for employment. The strong New York

State increases in both total employment

and manufacturing are relatively small
tional recovery has significantly helped
compared to the increases occurring in the
rest of the nation. Even for the 1977-78
the New York State economy. Total nonagricultural employment increased by
period when New York's employment
more than 150,000 between 1975 and
growth has been strongest during this
1978, with about one-half of the increaserecovery, the growth rate was no more
coming in the manufacturing sector. The
than one-third of that being experienced

unemployment rate fell by 1.4 percent,
nationally.
and personal income rose by 8.3 percentIt would appear that state fiscal policy

per year between 1975 and 1977 compared
has departed from past trends by recogto an annual growth of 6.1 percent benizing this declining position of the State

tween 1970 and 1975. When adjusted for
and by responding to the slower rate of

inflation, this differential income growth
state economic growth. Unfortunately,
widens. Most of this growth occurred outthere are not yet data to fully support

side the New York City metropolitanthis hypothesis - the latest available
area - the employment decline in New Census of Governments estimates of total
York City and adjacent New York counties
State / local finances are for 1977. Howevwas not reversed until 1978.
er, there is some indirect and intuitive
While this recovery is important in
evidence that may bear this thesis out.
bolstering private sector employment, imState tax cuts should show up in 1978
proving investor confidence in the State,
data by indicating a declining tax share
and shoring up the fiscal position of the
of personal income in the State.
State and its local governments, it shouldThe more objective evidence is mixed.
not be read out of a context of what is
For the first year of the recovery, there
happening in the rest of the nation. In
appears to be a trend toward improvement
fact, the trend of a declining New York
in the balance between public spending
and fiscal balance in New York State but
State economy relative to other states has
not been reversed. Personal income in New
not a movement toward a more competiYork State grew at 84 percent of the tive tax position with other states. With
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New York State continue to decline at
respect to the former, theinrevenue-income

least as fast
as the relative level of state
elasticity in New York State
declined
fiscal
capacity.
This, in turn, raises
relative to its past levels
but
remained

above that in the rest of the nation. This

important problems: (a) the distributional

implications of this retrenchment, and (b)
revenue growth and an increased share
the feasibility and timing of continued
of Federal aid during the 1975-1976 period (see Table 6) caused expenditures inretrenchment.
New York to grow, relative to the nation,
in terms of both income and population.
Distributional Implications
Between 1976 and 1977, the situation had

reversed itself. Taxes, expenditures andContinued reduction in the size of the
State's public sector will likely lead to
service level reductions. Nearly two-thirds
rest of the nation. The 1977-78 period
should show a further retrenchment in
of State expenses are for health, educaFederal aids were down relative to the

New York State in the form of an addi-

tion, and welfare - functions whose bene-

fits are largely conferred on the poor.
tional cut in the State personal income
tax.
Whether expenditure reduction is by
absolute cutbacks, reductions in real
The process of retrenchment, however,

terms or a slow rate of growth compared
requires that the level of fiscal activity
TABLE 6

SELECTED COMPONENTS OF FEDERAL AID
STATE AND LOCAL GOVERNMENTS

New York as a Percent of United States
General

Revenue Public

Year Total Sharing Assistance Education
1968

10.2

17.6

5.9

1969

10.4

17.5

5.4

1970

10.1

15.0

8.5

1971

11.2

15.5

9.8

1972

12.4

19.7

8.8

1973
1974
1975
1976
1977

11.2
11.3
10.1
11.2

10.4

32.2
11.1
11.2
11.4

18.0

11.1

17.7
17.0

6.4

11.2

15.9

6.9

11.9

SOURCE: U.S. Bureau of the Census, Statistical Abstract of
the United States: 1969, 1970-1978, Washington, D.C.,
Federal Grants to State and Local Governments, By

Purpose, States and Other Areas: Selected Programs:
1977, p. 285; 1976, p. 263.
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What this illustrative example shows
to the nation, the major share of the
reduction will have to be carried by the is that bringing New York's taxes into

social services. On the revenue side the
cutbacks have centered on the individual

line with the rest of the nation would be

an unthinkable public policy in a period

so short as seven years. The deteriorating
income tax, particularly on reducing the
capital infrastructure and inadequate
high burden on higher income taxpayers.
services resulting from such cutThe distributional implications of such public
tax
backs would be a much more severe deterpolicy are clear. Interestingly, the State
income tax reduction may be associated
rent to economic development than are
the present high taxes. More realistic
with a slower rate of growth in (real) State

targets are attainable in the shorter run.
aids to local governments, which may have

Such cuts, however, should be carefully
planned in terms of their implications for
lute levels of property taxation in New
employment, public service levels, needed
York. When the distributional implications of this retrenchment are worked capital
out, replacement, and distributional

induced an increase in relative and abso-

implications.11
they may well show a regressive pattern,
i.e., that lower income families are bearing
a disproportionately large share of theV.
cost
Conclusions
of shrinkage.

The New York State economy is in a

The Feasibility of Continued

Retrenchment

period of transition to a new, lower equilibrium. The period of transition is likely

to be long, perhaps a decade, and will

result in New York being smaller and
Adjustment of the public sector in New
poorer than it is now, relative to the rest
York State to a new, lower level of activity
will require a long transition period. Thisof the nation. The objective of Federal
and State policy should not be to totally
might best be illustrated with an example.
reverse this trend but to facilitate the
A very rough set of fiscal targets for New
adjustment.
York State might be posited with refer-

ence to the rest of the nation to illustrate

The State government should, and is

the magnitude of fiscal change necessarypursuing policies to, improve the business
to improve the relative tax position of the
climate in the State. An emphasis on
State. In 1976, State and local government
retention of existing firms through
taxes in New York accounted for 17.3

various subsidy programs will capitalize
on one of the greatest locational advanpercent of state personal income as
compared to an average of 12.2 percenttages of the State - the inertia of existing
in the rest of the country. Now assumefirms. Moreover, an improved fiscal posi-

that this ratio remains at 12.2 percent

tion in New York, relative to other states,

in the rest of the country between 1976is essential to improving the economic
and 1983, i.e., taxes grow at about the attractiveness of the State. While the
same rate as personal income. Further recent tax cuts and slower rate of expendiassume that average employee compensa- ture growth are sound public policy and
tion increases in New York are held to
appear to be reversals of past practices,
no more than the cost of living.10 the
If the
kind of retrenchment necessary in
York will take a long period.
goal in New York were to reduce New
taxes
to this national average by, say 1983,The
the
Federal role in the adjustment
implications are staggering: (a) per process
capita ought to be to guard against undesirable
distributional effects. As the State
expenditures will rise in money terms
but
government cuts personal income taxes,
will be approximately equal to the national average by 1983; (b) real expenditures,
which more heavily burden the wealthy,
and cuts health, education and welfare
however, will have fallen by about 15

percent ($260 per capita); and (c) there expenses, which potentially can more

will be a reduction of 108,000 State and
local government employees.

heavily benefit the poor, the real income
distribution in the State may suffer. The
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is rising, totalincome
employment in the State is also
redressing of such undesirable
to be rising.
distribution consequences
is a Federal
The income measure comparable to the employresponsibility.
ment figures presented above would be income earned

likely

in New York State. Unfortunately, most income data
FOOTNOTES

are reported on the basis of where received (the
location of the employee's residence), not where

earned. Furthermore, the data that are available on
a "where
earned" basis include only the portion of
**I am indebted to Larry DeBoer and Linda
Svetlik
payrolls
subject
to Social Security taxation. Since the
for their assistance in gathering the basic
data
used

ceiling
income for these contributions has changed
here. This paper is one result of a larger
research
since New York is likely to have a disproportionate
project financed by the National Scienceand
Foundation
share of (1975)
high incomes which would not be reflected
(APR77-15730) and is an update on my earlier
by theseState,
data, I have chosen to present income on
analysis of the fiscal outlook for New York
a residential
basis as the best available proxy for
"The Long-Term Fiscal Outlook for New York
State,"
my and
purposes.
in The Declining Northeast: Demographic
EcoWarden, "Growth Prospects," in Balanced
nomic Analyses, edited by Benjamin ChinitzCharles
(Praeger
Publishers. 1978).
Growth for the Northeast, New York State Senate,
1975.
1 David Puryear and Roy Bahl, Economic Problems
6 State of New York Five-Year Projection of Income
of a Mature Economy, Occasional Paper No. 27, Metand Expenditures General Fund Fiscal Years 1976-77
ropolitan Studies Program, The Maxwell School,
Syracuse University, April, 1976; William H. Miernyk, Through 1980-81, prepared for Governor Hugh L.
"The Northeast Isn't What it Used to Be," in Balanced Carey and Director of the Budget Peter C. Goldmark,
Growth for the Northeast, New York State Senate, Jry Albany, New York, Fecruary 1976.
Roy W. Bahl, Alan Campbell, and David Greytak,
1975; and Christopher Carlaw, Boston and the Flight
to the Sunbelt, Boston Redevelopment Authority, Bos- Taxes, Expenditures, and the Economic Base: Case
ton, Mass., October, 1976.
Study of New York City, Praeger Publishers, New
Material in this section is drawn from David

York, 1974.

of intergovernmental arrangement
Puryear and Roy Bahl, "Economic Problems8A
ofcomparison
a
Mature Economy," in New York State's Economic
by state is contained in David Puryear, The Impact
Crises: Jobs, Income, and Economic Growth, edited
of Federal Grants on State and Local Government

by F. Foltman and P. McClelland, School of Industrial

Finances: Final Report, for the Advisory Commission

and Labor Relations, Cornell University, 1977; and on Intergovernmental Relations, July, 1976.
eBernard Jump, Jr., Financing Public Employee
Roy Bahl, Alan Campbell, David Greytak, and David

Puryear, Public Policy Implications of Regional Shifts Retirement Programs in New York City: Trends Since
in Economic Activity, prepared for: Northeastern Con- 1965 and Projections to 1980, Occasional Paper No.

gressional Coalition, The Metropolitan Studies Program. The Maxwell School, Syracuse University, October 1976. A good presentation of the extensiveness
of state decline may be found in Benjamin Chinitz,
"Manufacturing Employment in New York State: The
Anatomy of Decline," in The Declining Northeast.
It is worth noting that Census employment data
(the source of these comparisons) are based on place
of residence so they reflect the employment of New
York State residents, not total employment in the
State. Out-of-state residents who work in New York
exceed New York residents who work in other states

16, Metropolitan Studies Program, The Maxwell

School, Syracuse University, January, 1975; and Ber-

nard Jump, Jr., State and Local Employee Pension

Plans: Watching for Problems, prepared for the Aca-

demy for Contemporary Problems, Public Finance

Series No. 1. Columbus. Ohio. October. 1976.

10Other assumptions are (a) New York personal

income increases at the same rate relative to U.S.

personal income as over the 1970-1976 period, and

that U.S. personal income follows, the "less vigorous"
path posited by the Congressional Budget Office; (b)

Federal grants, non-tax revenues, employee
compensation, and non-labor expenditures grow at the
by a substantial margin, primarily because of New

rate of inflation, and (c) expenditures and employment
Jersey and Connecticut commuters to New York City.
determined as residuals.
Therefore, Census data understate the number ofare
jobs

11 My colleagues and I in the Maxwell School have
in the New York economy. Despite this, the growth
been
rate of employment of New York State residents
is simulating a series of such alternatives under
National Science Foundation grant to develop and
a reasonable proxy for the relative health of the a
New
test a fiscal forecasting model.
York State economy. When employment of residents
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